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upon termination of the section 6161 exten-
sion. After that date, the interest on the 
$15,000 will also accrue at 4 percent per 
annum. 

Example (2). Assume the facts as in exam-
ple (1), except B initially made an election 
under section 6166A and made no protective 
election under section 6166. Following final 
determination of values, B is not permitted 
to make any election under section 6166; 
however, had B protectively elected section 
6166 at the time he made the section 6166A 
election, he could have terminated the sec-
tion 6166A election and finally elected under 
section 6166. In such a case, the full $23,450 of 
tax attributable to the farm would have been 
eligible for extension under section 6166. The 
4 percent interest rate would apply to the 
$5,000 deficiency from the original due date 
of the tax, and, as with the extension under 
section 6161, it would apply to the amounts 
extended under section 6166A only from the 
date on which the election under section 6166 
was finalized. 

Example (3). C died in 1977. His estate owes 
Federal estate taxes of $750,000, $500,000 of 
which is attributable to a closely held busi-
ness interest. Payment of the $500,000 was ex-
tended under section 6166. A 5-year deferral 
followed by 10 annual installment payments 
was chosen by C’s executor. Under paragraph 
(f) of this section, only 63.16 percent of each 
installment will be subject to the special 4 
percent interest rate and the remainder will 
be subject to the rate determined under sec-
tion 6621. The same rule applies in com-
puting interest for the 5 years during which 
payment of tax is deferred. (This is so be-
cause the 4 percent interest rate applies only 
to a maximum of $345,800 of tax less the 
$30,000 of credit allowable under section 
2010(a) rather than to the entire $500,000 ex-
tended amount). 

[T.D. 7710, 45 FR 50745, July 31, 1980] 

§ 20.6166A–1 Extension of time for pay-
ment of estate tax where estate con-
sists largely of interest in closely 
held business. 

(a) In general. Section 6166 provides 
that where the value of an interest in a 
closely held business, which is included 
in the gross estate of a decedent who 
was a citizen or resident of the United 
States at the time of his death, exceeds 
either (1) 35 percent of the value of the 
gross estate, or (2) 50 percent of the 
taxable estate, the executor may elect 
to pay part or all of the Federal estate 
tax in installments. The election to 
pay the tax in installments applies to 
deficiencies in tax as well as to the tax 
shown on the return, unless the defi-
ciency is due to negligence, to inten-

tional disregard of rules and regula-
tions, or to fraud with intent to evade 
tax. Except as otherwise provided in 
section 6166(i) and § 20.6166–4, the provi-
sions of section 6166 and this section 
apply only if the due date of the return 
is after September 2, 1958. See § 20.6166– 
4 for special rules applicable where the 
decedent died after August 16, 1954, and 
the due date of the return was on or be-
fore September 2, 1958. See also 
§ 20.6075–1 for the due date of the re-
turn, and § 20.6166–2 for definition of the 
term ‘‘interest in a closely held busi-
ness.’’ Since the election must be made 
on or before the due date of the return, 
the provisions of section 6166 will not 
apply to a deficiency in a case where, 
for whatever reason, no election was 
made to pay in installments the tax 
shown on the return. However, see 
paragraph (e)(3) of this section con-
cerning a protective election. The gen-
eral administrative provisions of Sub-
title F of the Code are applicable in 
connection with an election by the ex-
ecutor to pay the estate tax in install-
ments in the same manner in which 
they are applied in a case where an ex-
tension of time under section 6161 is 
granted for payment of the tax. See 
paragraph (a) of § 20.6165–1 for provi-
sions requiring the furnishing of secu-
rity for the payment of the tax in cases 
where an extension is granted under 
section 6161. 

(b) Limitation on amount of tax payable 
in installments. The amount of estate 
tax which the executor may elect to 
pay in installments is limited to an 
amount A, which bears the same ratio 
to B (the gross Federal estate tax, re-
duced by the credits authorized by sec-
tions 2011 through 2014 and any death 
tax convention) as C (the value of the 
interest in a closely held business 
which is included in the gross estate) 
bears to D (the value of the gross es-
tate). Stated algebraically, the limita-
tion (A) equals: 
Value of interest in a closely held busi-

ness which is included in the gross 
estate (C) ÷ Value of gross estate 
(D) × Gross Federal estate tax re-
duced by the credits authorized by 
sections 2011 through 2014 and any 
death tax convention (B). 

The executor may elect to pay in in-
stallments an amount less than the 
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amount computed under the limitation 
in this paragraph. For example, if the 
total estate tax payable is $100,000 and 
the amount computed under the limi-
tation in this paragraph is $60,000, the 
executor may elect to pay in install-
ments some lesser sum such as $30,000, 
in which event the executor must pay 
$73,000 to the district director on or be-
fore the date prescribed by section 
6151(a) for payment of the tax. Of such 
payment, $70,000 represents tax which 
the executor either could not elect to 
pay in installments or did not choose 
to so elect, and $3,000 represents a pay-
ment of the first installment of the tax 
which the executor elected to pay in 
installments. 

(c) Number of installments and dates for 
payment. The executor may elect to 
pay part or all of the tax (determined 
after application of the limitation con-
tained in paragraph (b) of this section) 
in two or more, but not exceeding 10, 
equal annual installments. The first in-
stallment shall be paid on or before the 
date prescribed by section 6151(a) for 
payment of the tax (see paragraph (a) 
of § 20.6151–1), and each succeeding in-
stallment shall be paid on or before the 
date which is one year after the date 
prescribed for the payment of the pre-
ceding installment. See § 20.6166–3 for 
the circumstances under which the 
privilege of paying the tax in install-
ments will terminate. 

(d) Deficiencies. The amount of a defi-
ciency which may be paid in install-
ments shall not exceed the difference 
between the amount of tax which the 
executor elected to pay in installments 
and the maximum amount of tax (de-
termined under paragraph (b) of this 
section) which the executor could have 
elected to pay in installments on the 
basis of a return which reflects in ad-
justments which resulted in the defi-
ciency. This amount is then prorated 
to the installments in which the execu-
tor elected to pay the tax. The part of 
the deficiency prorated to installments 
not yet due shall be paid at the same 
time as, and as a part of, such install-
ments. The part of the deficiency pro-
rated to installments already paid or 
due shall be paid upon notice and de-
mand from the district director. At the 
time the executor receives such notice 
and demand he may, of course, prepay 

the portions of the deficiency which 
have been prorated to installments not 
yet due. See paragraph (h) of this sec-
tion. 

(e) Notice of election—(1) Filing of no-
tice. The notice of election to pay the 
estate tax in installments shall be filed 
with the district director on or before 
the due date of the return. However, if 
the due date of the return is after Sep-
tember 2, 1958, but before November 3, 
1958, the election will be considered as 
timely made if the notice is filed with 
the district director on or before No-
vember 3, 1958. See § 20.6075–1 for the 
due date of the return. 

(2) Form of notice. The notice of elec-
tion to pay the estate tax in install-
ments may be in the form of a letter 
addressed to the district director. The 
executor shall state in the notice the 
amount of tax which he elects to pay in 
installments, and the total number of 
installments (including the install-
ment due 9 months (15 months, in the 
case of a decedent dying before Janu-
ary 1, 1971) after the date of the dece-
dent’s death, in which he elects to pay 
the tax. The properties in the gross es-
tate which constitute the decedent’s 
interest in a closely held business 
should be listed in the notice, and iden-
tified by the schedule and item number 
at which they appear on the estate tax 
return. The notice should set forth the 
facts which formed the basis for the ex-
ecutor’s conclusion that the estate 
qualifies for the payment of the estate 
tax in installments. 

(3) Protective election. In a case where 
the estate does not qualify under sec-
tion 6166(a) on the basis of the values 
as returned, or where the return shows 
no tax as due, an election may be 
made, contingent upon the values as fi-
nally determined meeting the percent-
age requirements set forth in section 
6166(a), to pay in installments any por-
tion of the estate tax, including a defi-
ciency, which may be unpaid at the 
time of such final determination and 
which does not exceed the limitation 
provided in section 6166(b). The protec-
tive election must be made on or before 
the due date of the return and should 
state that it is a protective election. In 
the absence of a statement in the pro-
tective election as to the amount of 
tax to be paid in installments and the 
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number of installments, the election 
will be presumed to be made for the 
maximum amount so payable and for 
the payment thereof in 10 equal annual 
installments, the first of which would 
have been due on the date prescribed in 
section 6151(a) for payment of the tax. 
The unpaid portion of the tax which 
may be paid in installments is prorated 
to the installments which would have 
been due if the provisions of section 
6166(a) had applied to the tax, if any, 
shown on the return. The part of the 
unpaid portion of the tax so prorated 
to installments the date for payment of 
which would not have arrived before 
the deficiency is assessed shall be paid 
at the time such installments would 
have been due. The part of the unpaid 
portion of the tax so prorated to any 
installment the date for payment of 
which would have arrived before the 
deficiency is assessed shall be paid 
upon receipt of notice and demand 
from the district director. At the time 
the executor receives such notice and 
demand he may, of course, prepay the 
unpaid portions of the tax which have 
been prorated to installments not yet 
due. See paragraph (h) of this section. 

(f) Time for paying interest. Under the 
provisions of section 6601, interest at 
the annual rate referred to in the regu-
lations under section 6621 shall be paid 
on the unpaid balance of the estate tax 
which the executor has elected to pay 
in installments, and on the unpaid bal-
ance of any deficiency prorated to the 
installments. Interest on such unpaid 
balance of estate tax shall be paid an-
nually at the same time as, and as a 
part of, each installment of the tax. 
Accordingly, interest is computed on 
the entire unpaid balance for the pe-
riod from the preceding installment 
date to the current installment date, 
and is paid with the current install-
ment. In making such a computation, 
proper adjustment shall be made for 
any advance payments made during the 
period, whether the advance payments 
are voluntary or are brought about by 
the operation of section 6166(h)(2). In 
computing the annual interest pay-
ment, the portion of any deficiency 
which is prorated to installments the 
date for payment of which has not ar-
rived shall be added to the unpaid bal-
ance at the beginning of the annual pe-

riod during which the assessment of 
the deficiency occurs. Interest on such 
portion of the deficiency for the period 
from the original due date of the tax to 
the date fixed for the payment of the 
last installment preceding the date of 
assessment of a deficiency shall be paid 
upon notice and demand from the dis-
trict director. Any extension of time 
under section 6161(a)(2) (on account of 
undue hardship to the estate) for pay-
ment of an installment will not extend 
the time for payment of the interest 
which is due on the installment date. 

(g) Extensions of time for payment in 
hardship cases. The provisions of sec-
tion 6161, under which extensions of 
time may be granted for payment of es-
tate tax in cases involving undue hard-
ship, apply to both the portion of the 
tax which may be paid in installments 
under section 6166 and the portion of 
the tax which is not so payable. There-
fore, in a case involving undue hard-
ship, the executor may elect under sec-
tion 6166 to pay in installments the 
portion of the tax which is attributable 
to the interest in the closely held busi-
ness and, in addition, may file an appli-
cation under section 6161 for an exten-
sion of time to pay both the portion of 
the tax which is not attributable to the 
interest in the closely held business 
and such of the installments as are 
payable within the period of the re-
quested extension. If an executor files a 
notice of election to pay the tax in in-
stallments and thereafter it is deter-
mined that the estate does not qualify 
for the privilege of paying the tax in 
installments, the executor is not de-
prived of the right to request an exten-
sion under section 6161 of time for pay-
ment of the tax to which the purported 
election applied. See § 20.6161–1 for the 
circumstances under which a timely 
filed election to pay the tax in install-
ments will be treated as a timely filed 
application for an extension of time to 
pay the tax on account of undue hard-
ship to the estate. 

(h) Prepayments. Voluntary prepay-
ment may be made at any time of all, 
or of any part, of the unpaid portion of 
the tax (including deficiencies) payable 
in installments. Voluntary prepay-
ments shall be applied in payment of 
such installments, installment, or part 
of an installment as the person making 
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the prepayment shall designate. For 
purposes of this paragraph, a payment 
described in paragraph (d) (2) of 
§ 20.6166–3 of tax in an amount not less 
than the amount of money or other 
property distributed in a section 303 re-
demption is considered to be a vol-
untary prepayment to the extent paid 
before the date prescribed for payment 
of the first installment after the re-
demption or, if paid on the date pre-
scribed for payment of such install-
ment, to the extent it exceeds the 
amount due on the installment. See 
paragraph (b)(3) of § 20.6166–3 for the ap-
plication to be made of the prepayment 
required by section 6166(h)(2). 

[T.D. 6522, 25 FR 13886, Dec. 29, 1960, as 
amended by T.D. 7238, 37 FR 28724, Dec. 29, 
1972; T.D. 7384, 40 FR 49323, Oct. 22, 1975. Re-
designated by T.D. 7710, 45 FR 50745, July 31, 
1980] 

§ 20.6166A–2 Definition of an interest 
in a closely held business. 

(a) In general. For purposes of 
§§ 20.6166–1, 20.6166–3, and 20.6166–4, the 
term ‘‘interest in a closely held busi-
ness’’ means: 

(1) An interest as a proprietor in a 
trade or business carried on as a pro-
prietorship. 

(2) An interest as a partner in a part-
nership carrying on a trade or business 
if 20 percent or more of the total cap-
ital interest in the partnership is in-
cluded in determining the decedent’s 
gross estate or if the partnership had 10 
or less partners. 

(3) Stock in a corporation carrying 
on a trade or business if 20 percent or 
more in value of the voting stock of 
the corporation is included in deter-
mining the decedent’s gross estate or if 
the corporation had 10 or less share-
holders. 

(b) Number of partners or shareholders. 
The number of partners of the partner-
ship or shareholders of the corporation 
is determined as of the time imme-
diately before the decedent’s death. 
Where an interest in a partnership, or 
stock in a corporation, is the commu-
nity property of husband and wife, both 
the husband and the wife are counted 
as partners or shareholders in arriving 
at the number of partners or share-
holders. Similarly, if stock is held by 
co-owners, tenants in common, tenants 

by the entirety, or joint tenants, each 
co-owner, tenant in common, tenant by 
the entirety, or joint tenant is counted 
as a shareholder. 

(c) Carrying on a trade or business. (1) 
In order for the interest in a partner-
ship or the stock of a corporation to 
qualify as an interest in a closely held 
business it is necessary that the part-
nership or the corporation be engaged 
in carrying on a trade or business at 
the time of the decedent’s death. How-
ever, it is not necessary that all the as-
sets of the partnership or the corpora-
tion be utilized in the carrying on of 
the trade or business. 

(2) In the case of a trade or business 
carried on as a proprietorship, the in-
terest in the closely held business in-
cludes only those assets of the dece-
dent which were actually utilized by 
him in the trade or business. Thus, if a 
building was used by the decedent in 
part as a personal residence and in part 
for the carrying on of a mercantile 
business, the part of the building used 
as a residence does not form any part 
of the interest in the closely held busi-
ness. Whether an asset will be consid-
ered as used in the trade or business 
will depend on the facts and cir-
cumstances of the particular case, for 
example, if a bank account was held by 
the decedent in his individual name (as 
distinguished from the trade or busi-
ness name) and it can be clearly shown 
that the amount on deposit represents 
working capital of the business as well 
as nonbusiness funds (e.g., receipts 
from investments, such as dividends 
and interest), then that part of the 
amount on deposit which represents 
working capital of the business will 
constitute a part of the interest in the 
closely held business. On the other 
hand, if a bank account is held by the 
decedent in the trade or business name 
and it can be shown that the amount 
represents nonbusiness funds as well as 
working capital, then only that part of 
the amount on deposit which rep-
resents working capital of the business 
will constitute a part of the interest in 
the closely held business. In a case 
where an interest in a partnership or 
stock of a corporation qualifies as an 
interest in a closely held business, the 
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